by Betty C. Churchill ¥

Size Characteristics
of the Business Population

r-,[‘IIE number of husiness coneerng in the United States
has tnereased about 1 million, or one-third, sinee the pnd
of World War 11, Private employment during this period
hag risen by about 5 million persons. Data presented in
this article make possible an analyvsis of the effects of these
substantial changes on the strueture and size distribution of
business firms in the postwar period,
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The new information provides detailed size distributions
of the business population and employment. It reveals that
all size groups of firms, except tEn very largest, shared in
the increase in numbers of firms end in aggregate employ-
ment over the period from 1945 to 1951. The current
numbers of operating firms and total employment are elose
to those of 1951. Some 55 percent of the 1945-51 overall
merease in employment was in firms with less than 20 em-
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ployees, the group which experienced the greatest contraction
during the war, This group secounts for roughly 85 percent
of all firms and about one-fourth of all paid emplovment.

The number of concerns with over 10,000 emplovees was
about the same (2400 in early 1945 and in 1951, although
this group contracted relatively the most in both number
and employment during the 1946 reconversion,  Arrresatoe
employment in these companies in 1951 was ahout 4 percent
lower than the 7.5 million persons emploved during the war.

In postwar vears of employment growth, increases in
aggresate n*mpln}'nwul among firms with less than four
employvess was due entirely to the establishment of new
firres, since the rvising number of employees per firm tended
to shift many firms in this group to higher employee-size
groups.  Due both to the changes in the average number of
emplovees per firm and to the entry of new firms into the
business population, aggregate employment among such small
firms rose slichtly from early 1948 to early 1949, although
total paid emplovment fell by over 1 million,

In 1951, three-fourths of the firms in business had fewer
than four paid employees (roughly two-fifths of all fivms had
no paid employees at all), and less than one-tenth of one
percent employed 1,000 or more.  The 3,200 firms with 1,000
or more employees aceounted for roughly two-fifths of all
paid emplovment.,

About 5 percent of the business population, or 200,000
firms, had 20 or more paid employees and accounted for
three-fourths of all paid employment. The top 2 percent
of the firms aecounted for more than two-thivds of all em-
Ell!"g’lllt‘tll-, and the top 1 percent of the firms hwnished three-
ifths of the jobs,

As can be seen in table 1, the distribution of firms and
employment by employee size of firm hos been quite stable
in the postwar period. This stability suggests that the
eurrent size distribution of the business population is not
much different from that found for 1951, the latest year for
which data are available by size of firm,

Source uf data

The present study has been made within the framework
of the lmﬁilwm population statistics recularly prepaved by
the Office of Business Economics,! These series relate to
all private nonfarm enterprises, except professional services,
The size distributions of firms and of employment are based
El'imurih' on tabulationz of firms with employees prepared

v the Bureau of Old-Age and Survivors [nsurance of the
Department of Health, ﬁ::lm*ﬂliun, and Wellare, The in-
dustry and size classifications are based on the primary
getivity of, and number of paid employees in, the firm as
a whole. The technical notes at the close of this article
present further information on sources of data and esti-
mating procedures.

Esatimates for the 1945-51 period of number of firms in
operation and of employment are shown by employee-size
¢lasses and the greatest industry detail in table 7. Data
are not available for 1950, New businesses are shown by
industry division and size of firm, 1944-52, in table 6,

1. Bee “Recent Business Fopulation Movements” in the Janoary 1958 BURvEY,
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Major industry differences

In all major divisions, firras with less than four smployees
copstitate an ymportant shore of all operating businesses, as
is shown in table 2. Even in manufacturing nwrs than two-
fifths of the firms fall in this pize class, whils this proportien
amounis to about four-fifths in retail srade, the services, snd

finonos, insurance, and resl estate group. ]

The indnetry distributions shown in tha lower eaction of
table 2 indicate that retail irade dominates in number among
firms with less than 20 employees, and that manufacturing
eoncerns Are most nusnevous emong firms above this
siza. The contrest between these twoe major induatries with
respect to their shares of al} firme within size clazses is charted
on page 15. Mining and transportation slso aceount for
2 greater proportion of the ]'][;IE,“ employee-size clagses than
of the aize groupe, whits the apposite is trus for con-
struetion and servicss,  Wholesale trads, on the other hand,
attoine its greatest relative importance among finms in the
gize clesses with 4-90 employess. .

The industry disiribution of employment differs appre-
ciably from thot of firms in the open-end largeat size
and aleo in the smallest gize close, where differences in the
proportion of firms with no paid employees have nn impor-
tant effect.

Firms with 1,000 or move employees represent léss thap
1 percent of nll firms in each indusiry division. The impor-
tance of these larger firms is indicated by tha proportion
of all employment which they previde, In the Gransporia-
tion and public viiliyy division, nearly 70 percent of all
paid employees ave in firms with 1,000 or more employess;
the corresponding proportion in manufacturing is one-half.

thiz larpe account for more than 190 percent of all
paid employment in all major industries except coniract
cons@ruction and gervices. ) )

The employee-size cloeses vsed in the accompanying chart
divide epate employment r into . Exceptin
the rﬂmnde and tronsportation divieions where the pro-
portion is considerably er, tha broad-size class beiween
50 and 999 employees includes roughly one-third of all paid
employment in each major industry. Finance moat clos:
‘approaches the sll-indusiries mtam, sdthough thia division
inekudes a somewhat higher avernge proportion of em-
ployment in the largeat size class. In wholesele and retail
mﬂ? contrast sonstruotion and the servics mdusiries, firms
with less than 50 employees have the lorgest shore of nll
paid employment.

Employment as a measure of size

Present data do not permit authmanthg paid employ-
ment with estisaates of the number of proprietors # and unpnfd
family workers to yield eatimates of total numbar of
eople involved in the operation of these by QOTIETA,
En smoll firms, proprietors and unpaid fnmily workers may
furnish oll or on importent share of the labor required,

The nature of the eource materinl nsed for preparing these
staticties makes it n to define firms on_an unconsoli-
dated rather than & consolidated basis. Fach corporation
and each corporate subsidiery is separotely counted and
classified by sise. Thus, the splitting up of o single corparo-
tion eliminetes s larger firm and mtroducez & wumber of
a onea, while mergers or coneolidations have an op-
pogite affecs. Tronesetions of either kind have their largest
effect upon the distributions of employment by size and
industry. Even total emplo; t for am indusiry remains
ths same only if each subsidiary operntes in the seme indue-
try ns the combined concern.
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The number of paid amployees is a usefol and convenient
megeure of & firm's size, though it is by no mesns the only

one. Total assets, fixed investment, sales snd income, are -
othar sommon indjcators of size, and for some purposes these
finpncisl variables may be of more interest then the number

of paid employees, though the number of smployees does
tanptfl;lu heplmﬁtud o ntharggmnam'ea of company size, this
iz not pecessarily so, and a firm moy ba “larger”’ or “smnller”
with respect to ampfloymant. than with respect to some other

mMedEUTS, .

Shifts in size of firm

The total number of firms in opsration chn.nﬁﬁl from one
yoor to another only by the net difference between the
number of new snd discontinued businesses, but changes in
the size distribution alse arise o & reanlt of incresses op

Percent Distribution of Employment

by Size of Firm, 195
FERCEHT OF EMPLOTMENT
100 DT
ad - |
Fltms i1k
2 lesa 1hwn 6O
P4 moloreis
60 I~ B i
a0 | B3 |
2 i
r E:E lhlflf"l -
*Ef Flrmy with
UW? or aore
o EMElSFENY
TN
= 2 » \
E il §  ® K E
- g & % :E: . % §§ s
SRR EREE

RNIEE G BUORHER] ool LG O =g

decresses in paid amil:jmant wikhin firms in continuous
operation. a gize dietributions of new and discontinued
hueinesaers togoether with the size distributions of all firma in
operation can be uzad to estimate the net effact of E:IGGI#
smployment on shifts in size, This = demonstyated
for the 2-year period, fivst quarter 1949 to fivet quarter 1951
Tn this 2-vear interval, the oumber of finne with thras
employees or less incrensed by roughly 40,000. The sxeess
of new firms over discantinnences in this siza gronp amognted
to somewhat more than 70,000, Thus, spproximately
30,000 firms which had three or less employses at ths start
of 1940 hed spperently fuken on enough new help to be
reclaasified in larger size brackets at the beginning of 1951.
The net influsnes of employment changea on fivine fn the
4-7-siz0 class was apparently negligibie. However, for the
two larger groups, inereases In employment constituted the
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-agle remeon, for the greater numbers of fArmd in these byackots
vk tha beginning of 1951, since the number of discontinuanees
in these groupe slightly exceeded new firm formation.

The smplo; t used to raessure tho size of new and dis-
continued firms is_not necessarily as of the exnct data tha
finps entered—or left—the business population, In about
85 porcent of the coses, size i3 meas within & months of
eatablishment or discontinuance. Some discontinued busi-
ﬂms, of course, sbift down in size pricr t¢ going out of

usiness.
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solely from shifis in size of
Zayear time intervalz for the 103 Jnou 1, 1945, to
Jonuary 1, 19561, I should be kept in mind, however, that
in all three periods the nat effect of naw-firm formation was
e predominent factor in the changing aumbers of firins
in the smaller size categories. __
Examination of toble 3 shows that during the two pariods of
expansion in econcmic Letivity snd in empluj'mﬂnté thera
was 4 generally upward shift in the number of firms a0 each
up except. the amallest. The latter group was re-
e#bout 125,000 fivms in the 194547 period, 2od over
during the 1%43-51 recovery. Between anTr]i_',r
[
group ncreased over 20,000 firtne at the net
oll other size groups.

Distribution by Size

Studenta of “big” or “small” husiness sometimes omit
precise definitions of these terms, snd definitions which are
given differ widely. 'When size iz defined in terms of amploy-
ment, the cutoff for lerees firms has ranged in past studies from
50 10 10,000 employees. Since “size” is o relative concept
gnd gize digiributions vary widely by induetry, it hos been
the practice for each investigator to selact a definition he
tonsiders suited to the needs of the particulor study at hand.
A “large" ﬁnt;ﬂf stntion obviotsly hos fewar employsss than
&t - mill, and the same ecmplo t criterton
capnot be used to isolate the large firma in both indusiries.

Without going into this problem of sizs, and without any
attexapt to defing “lorge” business, it is useful in a study
which crosses induatry lines to compsre the proporiion of
cach industry's totnl Emplﬂ%lﬂl:ﬂt aceounted for by o salected
tWp percentage of firms. number of emplovees in the
amallest in the selected k?bﬁemuntnge group affords a
ﬂu;imﬁ? means of comparigon of the lorger firms within ench
industry.

The proportion of loyment in ths b 5 ond 1 per-
cant oipm firms from t.i:'fp 1935?1 distﬂhuﬁnﬁ firms u.mf of
employment are shown in table 5 for major industry bfmupa

for detailed manufacturing industries, This table alsg
shows the estimated employment of the srmallest firma within
both tep groups.
WO

ara shown in table 3 by

duced b
30,000
1947 ond early 1949, however, the reverse was it
-3 empl
expanss
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In the business population ps & whole, the smalleat firms
{in employee size) nmong the top groups in 1951 hnd about
20 employees ab the 5-porcent leve) and ahout 104 employces
%t the 1-persent level. The ran of the mafor mdusui:ly
divisions with respect to there criteria wns the same ab boih
levels. In manufocturing, the smellest of the top upeE
had around 200 employses at the 5-percent break and some
650 abt the 1-percent break-—grester numbers of employees
thay are found in the smallest of the larger in any
other major indusiria) cotagory. At the other end of the
aczle, the empllest of the 1op 1 percent of the firms in vetail
trade hod only sbout 40 employecs. The smalleat of the
wp b perceni of the firms in reted trode, services, and the

nee division each hod zbout 15 emploryees.

EMTRY RATES within oll size closses htrve stondied
following an unusually lorge influx during the
early poshwar years
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Estimnies of the number of employees in the sitatlest of $he
{op firms for the years 194549 reveal that the ronking of the
rosjor industries in this respect was nearly the same each
year. As would be expected, the largest changes—both in
abeolute and rolotive lerms—ocourred in manufacturing.
The smnllest of the top 1 percent of the manufaeturing firms
late in World War sbout 800 employees. This
mensurs dacressed stondily during the next 4 years, nnd the
smuollest firm in tha top 1 percent had roughly 550 employeecs
in sarly 1949—uand then increased to 850 smployees in 1951,

Employment and size of firm

In 1951, the upper 1 percent of all firms provided three-
fifthe of all paid employment. Within the major industry
divisions, the prﬁgorﬁaps in the top 1 porcent of the firms
vanged {rom four-fifths in the tranaportation division to one-

in whelesale trads. The yesr-to-yenr stobility in the
enrlier postwar years found for these estimates among the
industry divisions suggests that although toble 5 depends
solely on 1951 dats, eurrent estimates would probobly be
very simniler, paﬂiuuinﬂy when considered in relative terms.
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Toable 1.—Numboer of Firmas in Operation and Paid Bmployment by Size of Fivm, I'M5=51
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Table &.—Relative Distribution of the Number of Firnas in Qperation and Paid Employment. by Indusiry Ddvlglen and Size of Flrm, 1951
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The piciure in the tronsportaticn and public utilities
division with roa"fuut to both employment in the smollest of
tha top firms and the propersion of all employment in these
firms is complicated by the fact thet this is n hetarogeneous
group. It contaims not only railroads, talephone, pnd electric
power and light eompanies, which tend to high employment
per firm, but alse much more numerows taxicab and
trucking eoncerns, many of which have no emplayecs nt all,
Similor qualifientions apply to other industry divisions,
although the problem is less serious. The degree of indus-

T, 8. Deportment of Comanerme, O 8ioe of Buginess Estnvml o cxtlroates, bmssd primody en ddolo (rons tha U, B. Dopartment of Eosdth, Edocition ond Welore, Burrao of OM-Apg

trinl detail for mapufacturing industries, presented in table
5, reduces but does not eliminnte the problem of hsteroge-
NeouUS ETolps.

The number of ii-;glo:.rm in the amollest of the lorger
concerns is quite high among all manufasturing groups,
ranging st the Spercent level from 650 for rubber msnnp-
facturers to 60 in printing and publishing. An even ber
range occurs ot tha 1-percent lovel—from 14,000 amployeen
pell;]jﬁll;tp in petrolenm products to 400 in printing and
publishing, ' :
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Among manufasturing industries, the higheat proportion of
total employment in the upper proups iz found in orfa-
tion equipmeni,whare the ¥5pement of tha Frine furnished
jobs fer aimost 95 percent of the total, and the top 1 percent
of the firms suppled l]ubﬂ for three-fourths of all employ-
ment. In the appnre op, on the other hond, one-ha
of the employment is in the sop 5 percent of the firms, with a
little less than one-fo i the top 1 percent.

When defined in relstive terms, the larger fibns in wll
ratail trade and service groups contain fawer employees than
in any of the manu acturintﬁ industries. The motion-
pieture group, whioh in¢ludas the producers and distributors
of motion pictures as well s the exhibitors, leads with a lower
boundary for the highest 5 percont of firma pi-smployment of
50 persons and at the 1 percent level, 300 atgr-vehicls
dealers approach motion pictures with respect to the top 5

t of the firme; however, new- and used-car d_anl':;m

to sixth place among nonmanufacturing groupe in the

top 1 percent of tha firma with some 00 or more employoea
firm. At the other extreme, thse employment for the
parber and beauty sheps is sbout 10 or more em-
plci)'m for the top 1 t of the firma,
n general merchandise stores and

ery stores, four-
fifths and threa-fifths, respectively, of all paid oyment is
found in the top 1 percent of the fixms. Only 10 percent of
the employment is in the top 1 percent of the firms in the

motor-velucle group, a field where chein organizations are
virtually nonexiatent. In seven other retall trade and
service groups the proportion falls between 10 and 20 per-
cent—meat and gesfood, filling stotions, lumber, hardware,
packegs liquor, barber and benuty shopa, and sutomobilae
Tepair.

Entry Rates by Size of Firm

Businesa turnover mates—thet is, the ratic of the number
of new, discontinuad or tronsferred businesess to the number
of firms in operation—are uaeful guides i sesessing industey

Table 3.=MNet Chan in Number of Firms i Operation Ariving
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differentinla in the stobility of the busineas !qul:lpul:a;tion and
scositivity to changes in business activity. Poet studics of
thl:h business ]i:upu]n.tian ha";i:l fornd tl;ilngier robes wt.lill.el‘?e?ﬂ
with type ol aobivity, with geographical aree, wi
form of orgnmizaiion, end porticularly with size of firm.
The tendency of entry rates to be high among small firms
wod ]u?w among lorger firms ia spporeat from the charh on
17. :
might be expacied, entry reies among firms with les
than four amployees excced those of any other size class in sll
eare, and entry ratea decrense ns size of firm increnses.
ntry rates tend to chanpns in the same direation from one year
to another in oll size classes, The rate of new firm formation
waa pxceptionally high during the early postwar years, but
bas remained guite stendy since 1948, and this trend is found
in zach employes-aize brocket,

Table 4. ~Relativo Entry R-tf;sfy Industry and Size of Firm,
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Since entry rates are affected by meny factors, industry
differences in entry rote could ariss sololy from o different
combination of these [nctorz within e industry. Size
of fim has been found of primary imporionce. To a la
extent the offect of differonces in mize digtribution ean
vemoved by considerivg industry differences in entry raiea
within size clazses aa shown in table 4, For convenience of
comparison, 1951 entry rates (the moaber of paw buginesses
relabive to the mumber of firms in operation) are shown in
this table in relative terms, with the overall rate for oll
industries sat aqual to 100. . ]

It should be noted that the industry dstal in the business
pepulstion sevies is frirly , pnd in many cases o varioly
of netivitica is embroced in a single induﬂt.r}‘fi%'uup. To aome
extent the size distribution may saparate difforent activities
within indusiry proupe and eomplicato the comparison of
eniry rotes betweon size dlasses. . ]

Duwring the entive postwar period the lergest relative guins
in number of npnmtin% businesses among the major industry
divisions have oceurred in contract construction, and in 1981
this division hed higher entry rates than any other major in-
duatry, hoth on an overell basis and within sach of the size
clagepa shown.

The overall entry rate for manufacioring js not much dif-
Eovent from that of the business population as o whole, How-
evar, the Pmpurt.inn of smaller firme m monufeckuring is
relatively low and o different picture emerges when entry

rates within size olas2es are examined. For manufactuwrers

Mny 1954
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with less than 20 employees, entry rates far axcend those of
all industries combimed—though they ore considerobly
bower thin in constraction.

The lumber manufacturing group is exceptionally volatile,
ezpecially within the emaller size oﬁmw. ow lumbor fiyms
secountod for more than one-third of sli new manufoeturing
businesses in 1961, The exclusion of lmmber from manu-
facturing modifies but does not essentinlly chongs the pattern
dise above. 1In thia case, the ov antry rats relative
for ull maonulsiuring oxeepd lumber—76—is well below
av ; tho relntive roato indaves for each of the three lower
size clogses—123, B4, ond 42, respectively—tamein semewhnt
above the u]!-imiuatrjr ratea witnin these size ¢lossea,

The eifoct of differences in size distribution upon entry
rates is quite prenounced within many of the manufacturing
gﬁuﬁz In spparel the overall entry rate iz slightly below
t -industzy average, but within ench size cluss ths apparal
raie 18 subsieniially higher than averags.

Among the larger fltms, those with 50 or more employees,
antry rates were much higher than average in a number of
the service groups, particularly in automobile repair snd in
motion pictures and other amusement firme,  Among Tetail
trade firms with 50 or more amployess ﬂnl% eating and drink-
ing places and grocery firms bad highor Shan average enbry
rotes,
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